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ORDINANCE

AN ORDINANCE taking advantage of opportunities extended by
- 26 U.8.C. § 414(h) and Chapter 227, Laws of 1984 for

deferral of federal income taxes upon employee contribu-
tions .o the Law Enforcement Officers and Fire Fighters'
Retirement Systems, the Washington Public Employees'
Retirement System, and the City Employees' Retirement
System; authorizing the making of the "employer's pick- up®
(payment of the employee's contribution and the making of
a correspondlng reduction in wages or salaries); making
revisions to the (.icy Employees' Retirement System to
conform with 26 U.S.C. § 401(a); and adding new sections
to the Seattle Municipal Code in connection therewith.

BE IT ORDAINED BY THE CITY OF SEATTLE AS FOLLOWS:

Section 1. The City hereby elects to extend to members
of the Law Enforcement Officers and Fire Fighters' Retirement
System and the Washington Public Employees' Retirement System
employed by the City the tax deferral benefits allowed under
26 U.S.C. § 414(h) and Chapter 227, Laws of 1984 with respect

warrant dates
to compensation payable for pay periods commencing on or after

fnuuqu lzj9jur' and the Personnel Director is
authorized to notify the Director of the Department cof
Retirement Systems of the State of Washington as to the City's
election and to explain the effects of this election to all
members of the system. In making this election, the City
reserves the power to withdraw its exercise of this opticn as
to each retirement system as contemplated by Section 3(2) of
Chapter 227, Laws of 1984, in any later colendar year.,

Section 2. There is added to Seattle Municipal Code

Chapter 4.20, a new section, designated Section 4.20.600, as
foliows:

4.20.600 Contributions to LEOFF; PERS--Adjustment for

federal income tax purposes. To carry out the City's election

to take advantage of the opportunites extended by 26 U.S.C

Cs 102
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414(h) and Chapter 227, Laws of 13884 for deferral of federal
income taxes upon member's contributions to the Law Enforcement
Officers and Fire Fighters' Retirement System and to the
Washington Public Employees' Retirement System, the City will
pay those members' contributions under RCW 41.26.080(1) and

41.26.450 and RCHW ééréu.330(l) and 41.40.650 respectively for
Y
(<}

pay g@g@ggéd%éﬁmencing on or after ___;IbaumgﬁmikL !

and will reduce the member's wages or salary by the amount of

the City's contzibution so paid. The foregoing payment and

wage/salary reduction is made under these conditions and

limitations: 7

a. Thig arrangement is made for purposes of federal incone
taxation. An employee's wades or salary for purposes of
the Federal Inzurance Contributions Act (social security
tax), the City salary and wage ordinances, and other ,
purposes shall be computed as if the foregoing contribu-
tion and corresponding saliéry or wage reduction haddnot
been made; and A

b. The City may withdraw its election to make such adjustments
as contemplated by Saction 3 (2) of Chapter 227, Laws of
1984, and no affected member shall be entitled to con-

tinuance of the adjustment thereafter.

Section 3. There is added to Seattle Municipal code
Chapter 4.20 a new section; designated 4.20.610, as follows:

4.20.610 Contributions to City Employess' Retirement

System--Adjustment for federal income tax purposes. The City

hereby elects to extend to members of the City Employees'
Retirement System the tax deferral benefits allowed by 26 U.S.C.
414(h) and Chapter 27, Laws of 1984. For such purposes, the
City will pay the member's contributions to the City FEmployees'

Retirement System contemplated by SMC § 4.36.110 for pay

cs 102
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and will reduce the member's wages or salary by the amount of
the City's contribution so paid. The City gontribution made
under this section, plus accumulated interest, shall be paid

to a member upon the withdrawal of the member's documented
contributions pursuant to SMC § 4.36.190.

An employee's wage or salary for purposes of the Federal
Insurance Contributions Act (social security tax), for purposes
of workers' compensation, and for all purposes other than
federal income taxation shall be computed as if the foregoing
contribution and corresponding reduction in a member's wage or
salary had not been made.

- The City reserves the right to discontinue this arrangement
for a City contribution and corresmnding wage or salary
reduction at any time as o compensation earned afterwards.

No affected member shall have any contract right to compel the
City to continue the arrangement should the City decide to pay
the member hig or her full salary or wage and then require

that the member pay to the City Employees' Retirement Systemrr
the member's contribution contemplated by SMC § 4.36.110. E

Section 4. There is added to Seattle Municipal Code
Chapter 4.36, a new section, designated Section 4.35.360, as
follows:

- 4.36.360. Trust fund. The retirement fund shall be a
truét fund for the exclusive benefit of the members of the City
Employees' Retirement System and their beneficiaries. No part
of the corpus or income of the ratirement fund shall be used
for or diverted to, vpurposes other than for the exclusive
benefit of the members of the system or their beneficia;ies

and the puyment of fees and expenses of maintaining and- 7

.- jadministering the system.

<5 19.2
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This section shall be interpreted to allow the following:

(1) A return of a contribution to the City or its application

as a credit on future contributions, after the Board
determines that the City has paid or over~paid the contri-
bution under a mistake of fact;

(2) The making of refunds required by law; and

(3) Termination of the retirement system and distribution of
its assets after all liabilities with respect to the
members of the retirement gsystem and their beneficiaries
have been satisfied. :
Section 5. There is added to Seattle Municipal Code

Chapter 4.36, a new section, designated Section 4.36.370, as

follows:

4.36.370 Status of benefits in event of termination of

system. If the City terminates or partially terminates the
retirement system, members shall have a nonforfeitable right
to benefits accrued prior to the date of such termination or
partial termination, to the extent funded as of that date, or
the amounts credited to the employees' accounts. As used in
this section, "terminate" means to discontinue the system
completely without a comparable replacement plan; "partially
terminate” means to exclude a segment of employees from
coverage without the provision of a comparable replacement; and
"nonfor feitable" means that a member's or beneficiary‘s'right
to an immediate or deferred benefit that arises from the
member's City service is unconditional and legally enforceable
against the retirement system to the extent then accrued,
except that rights tu a benefit based upon the City's contri-
bution and completion of a minimum term of City service may be

lost by death of the member before the term has expired.
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Section 6. There is added to Seattle Municipal Code
Chapter 4.36, a new section, dgsignated Section 4.36.380, as

follows:

4.36.380 Maximum benefits payable. The maximum benefits

payable to any member shall not exceed the limitation for
defined benefit plans for qualified pension trusts established
by 26 U.S;C. § 415, a copy of which is attached hereto as
Appendix "A" and by this reference incorporated herein.

The Board of Administration shall determine this limitation,
advise members on inquiry as to its amount, and include a

general description of the limitations in its annual report

ko members.

Section 7. BAny action consistent with the authority and
prior to the effective date of this ordinance is hereby

ratified and confirmed.

cs 16.2




(To be used for all Ordinances except Emergency.)

approval, if approved by the Mayor; otherwise it shall take effect at the time it shali become a law under the
provisions of the city charter,

Passed by the City Council thezqtk ......... day of.......... Qc.'llo.ée(: ........................................... s 1925{
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1073 SOUTH CAPITOL WAY ° OLYMPIA, WASHINGTON 98501 . TELEPHONE 206 - 357-8555

P A g

July 11, 1984

TO: City Officials
FROM: Kathleen Collins, Assistant to the Director
SUBJECT: Notice to Employees Regarding SSB 4477--Deferred Compensation Program

Many cities have expressed an interest in SSB 4477, the deferred compensation measure passed
by the. legislature this last session. This new law allows the employer to "pick up" the
employee's share of retirement contributions, creating a tax deferral for the employee.
Ancther way of viewing the law is that it allows the employer not to report the employee's
share of retirement contributions for federal income tax purposes. This measure is mandatory
for the state and optional for local governments.

The soonest you can start participating in this deferred compensation program is September I,
1984, provided you meet the &45-day filing and notice requirements. For a September I
implementation, you must file your notice with the Department of Retiremeni Systems by July
18. Local government cmployers can start the program on the first of any month after
September |.

In a June 5 memo from the Department of Retirement Systerns, Dr. Hollister referenced an
informational memo that would be sent to state employees. The attached memo is a revision of
the state's inforrmational memo which was prepared by the Office of Financial Management. I
have amended the memo so that the references are appropriate to municipal employees. . You
may use this as a guide for a memo to your employees; however, information specific to your
own situation will have to be filled in.

One other word of caution -- the memo reflects OFM's mosi current understanding of the
effects of the law. At this time, this understanding is not totally complete. There have been
no court decisions or formally published rulings from the internal Revenue Service on the
relationship-between the deferral of retirement contributions and the two types of existing
deferred compensation programs. One type is the voluntary deferred compensation program
offered by a variety of brokers and authorized under IRC Section 457. A second type refers to
the ‘purchase of tax sheltered annuities and is under IRC Section 403(b). Very few, if any, cities
participate in tax sheltered annuity programs. Rather, cities usually offer the more cormmon
deferred compensatior programs authorized under IRC Section 457. If you do provide a tax
sheltered annuity program, call us before proceeding. The information provided in the attached
memo addresses only the deferred compensation programs under IRC Section 457,

In order to formally clarify the relationships between the IRC sections, OFM is seeking a
"private letter ruling”" from the IRS. The results are not expected for several months and we
will let you know should they differ from what is stated in the attached memo.

If you have questions on this new law, call either Sheryl Wilson at Retirement Systems,
753-5283, or Kathleen Collins at the Association, SCAN 234-4137 or toll-free 1-800-562-8982.

ATTACHMENT A

Cooperation for Beiter Communities
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NOTICE TO EMPLOYEES

EFFECT OF TAX DEFERRAL OF RETIREMENT CONTRIBUTIONS
RESULTING FROM ENACTMENT OF -
SUBSTITUTE SENATE BILL (S.S.B.) 4477
(CHAPTER 227, WASHINGTON LAWS, 1984 REGULAR SESSION)

S.S.B. 4477 was enacted as permitted under Section #14(h) of the federal Internal Revenue Code
(IRC). The provisions of S.S.B. 4477 become effective on (fill in date) and will be mandatory
without exception for employees in (enter PERS, LEOFF, or Judicial Retirement System, as

applicable). - All employees are advised that Section 1(2) of 5.5.B. 4477 states:

"Should the legislature revoke any benefit allowed under this act, no affected
“employee shall be entitled thereafter to receive such benefit as a matter of
contractual right.!

When this program goes into effect on (date), employees belonging to (fill in appropriate
retirement system(s)) will no longer make their retirement contributions in after-tax dollars.
Instead, their retirement contributions will be paid by the employees' employer directly to the
applicable retirement system and will be in addition to the existing employer contributiois
required by state law. These payments are referred to under IRC Section 414(h) as an
"Employer. Pick-Up."

Further, effective {date), these employces' gross salary will be reduced by their required
retirement contribution amount. This gross salary reduction will be for federal income tax

purposes only. Employees' gross pay for all other non-Internal Revenue Service (IRS) purposes
such as for social security, retirement compensation reporting, retirement benefit calculations
and so forth will be their full gross pay, including the "picked-up" retirement contribution.
Since employees' current taxable income will be reduced, their net "take-home" pay will be
increased slightly, namely by the amount of federal income tax that previously would have been
attributable to their retirement contribution.

Currently, the contribution rates for employees in the categories listed above are (list only the
rates for the applicable systerns)

6% of gross salary for PERS 1;

5.11% of gross salary for PERS 25

6% of gross salary for LEOFF I;

7.9% of gross salary for LEOFF 2;

6.5% of gross salary for Retirement of Judges Retirement System; and

7.5% of gross salary for Judicial Retirement System.
The "picked-up®" retirement contribution provided by S.5.B. 4477 will be credited to the
employee's retirement account. Income tax liability on the employee's retirement contributior,
will be deferred until that money is actually received by the employee from the retirement
system as a retirement benefit, or as a refund after termination of employment, or by the
employee's estate or beneficiary as a death benefit. An accounting of all contributions on

which taxes have been paid will be maintained for each employee by the Department of
Retirement Systems in Olympia.

The following table illustrates the effect of this legislation on a monthly salary basis for a
married PERS | eimnployee claiming zero allowances: '

ATTACHMENT B



PERS | EXAMPLE

Effective
7 Current ' 9-1-84
* EMPLOYEE'S MONTHLY GROSS SALARY $ 2,000 2,000
Less: o
*¢  Employer "pick-up" of an employee's NOT .
retirement contribution ’ AFPPLICABLE -120
* EMPLOYEE'S MOMTHLY GROSS FEDERAL
TAXABLE INCOME o 32,000 $ 1,880
Less: |
*®  PERS ! Employee Retirement Deduction - -120 -0-
** Federal Withholding Tax =297 =270
** Social Security Tax* ~-134 ~-134
* EMPLOYEE'S MONTHLY NET "Take Home" PAY $ 1,449 $ 1,476

¢ INCREASED MONTHLY NET "Take Home" PAY $ 27

* The Sociai Security Tax Deduction is based on the "Employee's Monthly Gross Salary" of
$2,000. '

(USE THE FOLLOWING PARAGRAPHS ONLY IF YOU CURRENTLY HAVE A VOLUNTARY

DEFERRED COMPENSATION PROGRAM IN PLACE. SUBSTITUTE THE SPECIFIC NAME OF
YOUR PROGRAM IN THE APPROPRIATE PLACES.)

There are additional effects resulting from S.S.B. 4477 for those emplcyees who participate in a
voluttiary deferred compensation program under IRC Section 457. The maximum deferral
allowed under this program is 25% of gross taxable income to a maximum of $7,500. First, the
employee's federal gross taxable income, which is the basis for calculating the maximum
amount an employee may legally defer under a voluntary deferred compensation program, may
be reduced. Consequently, an employee's maximum deferral amount under this program may be
reduced. Secondly, the IRS has not formally stated how it views the relationship between IRC
Section #14(h), the deferral of retirement contributions, and Section %457, the voluntary deferred
compensation program. The question is whether or not the def€rred retirement amount
"picced-up" must Le included in as part of the total an employee can legally defer under the
existing voluntary program. The tollowing example illustrates the question:

An employee, in PERS |, carning $20,000 annually will have a 6% emplaoyer pick-up of
$1,200 as a result of 5.5.8, 4477, Therefore, after September 1, 1784, the employee’s
annual taxable income would be $18,300 ($20,000 - 1,200 = $18,300). An employee
utifizing (R<C Section 457, a vofuntary deferred compensation program, can defer up
to 25% of gross taxable income to a maximum of $7,500. In this example, the
deferral would be. $4,700. The question then becomes, is the $1,200 retirement
deferral separate from or part of the $4,700 IRC Section 457 deferral?

Representatives of the state's Office of Financial Management (OFM) have Leen in contact with
the IRS. OFM is requesting a "private letter ruling" ‘rom the IRS on this relationship.
Informally, representatives of IRS indicate that the retirement "pick-up' deferral would not be

considered part of the maximum allowed under the existing deierred compensation program, but



#®.

rather would be separate because it is not part of what the IRS considers “includable

compensation" for IRC 457 purposes. For specific calculation information, employees should
contact their deferred compensation administrator. If the IRS "private letter ruling” response,
which is expected to take several months to obtain, differs from the information understanding
stated above, OFM will provide additional information at that time.

Due to the extremely complex nature of deferrals, employees should seek the advice of their
-own personal tax/financial consultants in determining what adjustments they may wish to make
to their own voluntary deferral program(s) as a result of the implementation of S5.5.B. 4477.
The general understanding in the enactment of S.S.B. 4477 was that it would be beneficial for
employees because of its tax deferral nature. The effect for each employee may be di! .rent
dependirg upon individual circumstances. Consequently, employees are strongly urged tc seek
counsel if they currentlv participate in a voluntary deferral program, other than an Individual
Retirement Account.
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Internal Hevenue Service

Uoepdiuicnt O uie 1igasut y

Washington, DC 2024

Person to Contact:

“Mr. Tyrone C. Fahner . . Mrs. M. Scheytt ,L
- Attorney General Telephone Number: A J/
State of Illinois (202) 566-4700 o 2, /
Springfield, Illinois 62706 Refer Reply to: )8
E:EP:T:2 P 'l'/'“’\
Date: -
SEP 8 138}
Legend:
State A: T1linois
Group iM: Employees of the State of Illinois
described in section 14-103.05 of the
. tate Erployees Retirement System of Illinois
Greup N: Bmoloyees of the State of Illinois descriked in
section 14-103.05(1) through (7) of the State
Enplovees Retirement System of Illinois
Plan X: State Employees Retirement Systen of Iilinois
Genitlemen:

This is in resmonse to your recent letter in which you reguasted several
rulings concerning the fecderal incon2 tax consejuences of certain centributions
to and distributions frar Plaa X. )

The facts urcon which your ruling reguests are based are as follows.
State A enacted legislation which created Plan X, a plan cualified under
section 401(a) of the Internzl Revenue Cocde and the trust of which is tax-
exemot undar section 5C1(&) oi the Code.

Group M is co.,,rzsed of State A enplevees who are required to partic-
ipate in Plan X bejginning with their first day of emloyment with State A
pursuant to secticn 14-102.05 of Plan X, while Group N is comprised of
employecs who are exexpt fron mandatory participation in Plan X pursuant
to section 14.102.08(1) througe {(7) of Plan XM, Hl:"’“‘""ﬁ’h', Croon M c:-rrh""n:os
were required by the teri: of Plan X to contribute a stated percentage of
their camensation to Pian X as erployee contributions. These mandatory
contributions were effectuated through payroll deducticns.

tate A has recently enacted legi
after Decemer 31, 1981,

slation affecting corpensation earned
which provides in pertinent part:

Each department shall pick up the employee contributions regGuired
by Ssction 14-133 for zll comensation earned after Dscember 31, 1981,
and the contributions so picked up shall be treated as employer contri-
butions in determining tax treatment under the United States Internal
Revenue Code; however, each department shall continue to withhold
Federal and State income taxes based upon these contributions until
the Intermnazl Revenue Service or the Federal courts rule that pur suant

ATTACHMENT C




Tyrone C. Fahner

- to Section 414(h) of the United States Internal Revenue Code,
these contributions shall not be included as gross income of
the emloyee until such time as they are distributed or made
available. 'The department shall pay these employee contribu-
tions from the sane source of funds which is used in paying -
earnings to the employee. The department may pick up these
contributions by a recduction in the cash salary of the em~ -
ployee or by an offset against a future salary increase or
by a carbination of a reduction in salary and offset against
a future salary increase. If exployee contributions are
picked up they shall be treated for all purposes of this Arkicle
14 in the same mamner ard to the extent as erployee con—
tributions raje prior to the date picked up.

Basad on the foregoing, you reguest the following rulings to the effect:

1. That no part of the amount of the pick-up by the State, as
eployer, is incluﬁible in the gqross incom2 of Group M enoloyees.

2. That a distribution of the amount pick ed vp on behalf of Group
M employees, either through a retirewent pension or lump-sum
payment, will be considered a distribution of exployer contri-
hutions taxable under section 402 of the Code.

3. That for purposes of the azplication of section 414(h)(2)
of the Code, it is immaterial whether an employer picks up con-
tributions through a recduction in salary, an offset against
future szlary increases or a comination of both. ¢

4. That the language ccntained in the amendments to article 14 of
Plan X satisfies the reguirements of section 414(h)(2) of the Code.

Section 414(h) of the Code provides for the tax treatment of certain con-
tributions: ’ )

(1) In generel, Effective with respect to taxadle years beginning
after December 31, 1973, for purposes of this title, any amoant
contributed -~ ' e

{A) To an esployees' trust described in section 401(a), or

(B) Under a plan described in seciion 403(a) or 405(a), shall
not be treated az naving been pzid by the emalqyer 1f 1t
is designated as an ewloysz contribution. -

12) Designation by units of govermment, '

For purpose of paragraph (1), in the case of any plan established
by the government of any state or political suddivision thereof,




Tyrone C. Fahner

or by anv agency or instrumentality of any of the foregoing,
vhere the contributions of employing units are designated as
enplovee contributions but where any enploying unit picks
up the contributions, the contributicrs so picked up Shc:ll
be treated as employer oo-\trlbutlons.

With respect to the exception stated in section 414(h)(2) of the Code,
the following explanation is ccatained in H.R. Rep. No. 93- 80/, 93d Cong.,
2nd Sess. 1 (1974), 1974-3 C.B. Supo. 236, 380.

Kowever, samw state and local governtent olans designate certain
anounts as being emplovee contributions even though statutés authorize
or require the relevant governwantzl units or agencies to "pick-up" some
or all of what would otherwise be the employee's contribution. In other
vords, the governmental unit pays all or part of the employee's contri-
bution but does not withhold this amount from the er:alovee s salary. In
this situation, the portion of the contribution which is "picked-up" by
the government is, in substance, an explover contribution for purposes
of Federal tax law, not withstanding the fact that for certain purposes
of State Law the contribution ray be designated as an employee contri-
bution., Accbrdingly, the bill provides in the case of a covermment
pick-up plan, that the porticn of the contribution which is paid by the
goverment, with no withholding frar the esployee's szalary, will be treated
as an enployer contribution under the tax law.

' The federal income t.ax treatment to be accorded contributions which are
"picied-up" by the emplover within the meaning of Code section 414(h)(2) is
specified in Rev. Ral. 77-462, 1977-2 C.B. 358. In that revenuz ruling the
employer school district agreed to assune and pay the amounts employees were
required by state law to contribute to a state pension plan. Rev. Ril. 77-462
concluded that the school districi's picked-up contribuvions to the plan are
excluded fran “he emplovee’'s gress income until such time as they are distri-
buted or made availeble to the e:olcvees, at which time they are taxable under
section 402(a) of the Code. : o

The issue of whether contributions have been picked up by an emloyer
within the meaning of Code section 414’h) is addressed in Rev. PRul, 81-35,
1981-5 I.R.B. 11 (February 2, 1981) and Rev. Rual. 81-36, 1981-5 I.R.B. 12
(February 2, 1981). These revenue rulings esteblish that the following two
criteria must be met: (1) the emloyer must specify that the contributions,
althoxgh designated as employee contributions, are being paid by the emloyer .-
in lieu of contributions by the employee and (2) the e.*ployee rust not be
given the option of choosing to receive the contributed amounts directly instead
of having them paid by the employer to the pension plan. '

isfies the criteria set forth in Rev. Rul. 81-35
1) it provides that enplovee contributions picked
te A will be designated as ewlcyer contributions

Plan X, as amended, sa
and Rev. Rul 81-326 because
up by each department of St

. .
~



Tyrone C. Fahner

for federal income tax purposes, and (2) Group !1 erployees are not given an option
to receive the contributed amounts directly ratner than having them contributed
to Plan X. :

In additibn; Plan X is established by the government of State A, and is
qualified under section 401(a) of the Code, and therefore is & governmental
‘plan within the scope of section 414(h)(2). : '

Accotdingly, in response to ruling request 1, we conclude that no part of
the amount of the pid:-up by State A, as emwloyver, is includible in the gross
income of Group ¥ enployees for the taxable year in which the pick-up is made.

In response to ruling resuvest 2, we conclude that a distribution of the
amounts picked up on behalf of Group M enployees, either throxgh a retirement
pension or as lurp-sun payments, will be considered a dlerlbatlon of employer

contributions taxable under section 402 of the Code.

In resronse to ruling request 4, we conclude that the language contained in
the amendrent to article 14 of Plan X satis.ies the requirements of section
414{h)(2) of the Code for Group M emloyees:.

In regard to ruling reguest 3, Fev. Rul. 81-35 and Rev. Ril. 81-36 do mot
require, as a condition to amounts being considered picred up under Code section
414(h)(2), that the pidk—-up be effectuated in a particular manner, such as an
offset acainst future salary increases. The govermmental plan in Rev. Rul.
g1-36, which provided for the pick—up of eaployee contributions through a re-—
duction in the employees' salary, was found to meet the reguirements of section
414(h).

Plan X satisfies all the recuirenents set forth in Rev. Ril. 81-35 and
Rev. Rul. 81-36 wvhich are necessary for ermmloyee contributions to be considered
picked up pursuant to Code section 414(h). Accordingly, in response to ruling
request 3, we conclude that for purposes of the application of section 414(h)(2)
of the Code, it is immeterizl whether an esplover picks up contributions through
& reduction in salary, an cffset acainst future salery increases, or a combination

of both.

These rulings are based on the assumption that Plan X will be qualified
under Code section 401(a) and its releted trust tax-exempt under section 501(a)
at the time of the provosed contributions and distributions.

Sincerely yours,

L 6;7/Zﬂ4<;_2;7//7 AL&C&&J o

John J. Swieca
Acting Chief, BEnployee Plans
Technical Branch ,
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Louisiana, Michigan, Minnesota, Missouri and Texas
participate only in CONSSS.

At the same time Congress is trying to impose more
requirements on public pension systems, the Internal

~ Revenue Service i# reducing the reporting require-

ments for public pension systems. Beginning with
plan years commencing in 1982, public pension
systems no longear file Form 5500-G.

EMPLOYER PICK-UP OF
EMPLOYEE CONTRIBUTIONS

in the traditional sense, the phrase “employer pick-up

of employen contributions” means, simply, that the
employer pays the employees’ contributions. The ad-
vantage is that employees do not have to include the

Mpicked up” contributions in their incomes at the time

the coniributions are made. Recognized disadvan-
tages of such a procedure include a reduction in pay
related benefits, such as benefits from the jurisdic-
tion's pension and from Social Security, and the
possibility that employees could be stripped of thelr
pay raises which might have been traded away for the
“pick up.” Also, the psychological advantage of
employee involvement is removed. '

Although some of the disadvantages of the traditional
employer pick-up of employee contributions can be
overcome (for example, by increasing benefit for-
mulas and creating severance accounts for ter
minating participants), employees are still left with
reduced Soclal Security benefits and without a sense
of participation.

A 1978 amendment to Section 414(h) of the Internal
Revenue Code (IRC) made possible a moditied ap-
proach which eliminated the disadvantages. The
modiiied method apaears in IRC Section 414(h)X2) and,
therefore, is referred to as “Internal Revenue Code
Section 414(h)2) employer pick-up of employee con-
tributions” throughout this publication.

IRC Section 414(h)2) permits mandatory employee
contributions o governmental retirement systems to
be made on a pre-tax basis. Technically, the employer
breaks the employees’ salaries inlo iwo parts, one of
which is sent directly to the pension sysiem and the
other of which Is sent to the employee. The advan-
tages of this ase ihat the employees' contributions are
not included in income for Federal income tax pur-
poses (thereby providing a tax shelter of employee
contributions), that the contributions can be included
in income for Social Security tax and benefit pur-
poses (thereby preserving the ievel of the employees’
Social Securily and other benefits) and that the pick-
ed up contributions can be withdrawn by the

empioyee upon pre<etirement ierminaticn of employ-
ment.

The disadvantages of the IRC Section 414(hX2
employer pick-up of employee contributions are thai
the concept is difficult to explain to ampioyees anc
legislators and that distributions are fully taxable.
Short service employees who withdraw their pickec
up contributions upon pre-retirement termination o:
employment will incur an increased federal tax liabil
ity, unless the "picked up" amounts are rolled ove:
into an IRA.

In the recent period of economic adversity, IRC Sec
tion 414(h)X2) employer pick-up of empioyee contribu
tlons has become an attractive planning moditicatior
because it provides the employee increased afterta:
income without suppiemental employer financing.

During 1982, IRC Section 414(h)2) employer pick-up ©
employee contributions was implemented in ai
seventeen of lllinois' retirement systems, in five 0
Kentucky's retirement systems (all systems are eli
gible), and in North Carolina's Teachers' and Statc
Employees’' Retirement Systems.

in addition, legislation passed allowing the IRC Sec
tion 414(h)2) employer pick-up of employee contribu
tions in Alabama's State Employees’ Ratiremen
Svstem and Teachers' Retirement System, the stat:
ang statewide retirement systems in Louisiana, an
Utah's State Employees’ Retirement System.

Legislation permitting IRC Section 414(hX2) employe
pick-up of employee contributions will be introduce:
during 1983 iri ldaho, Nebraska and Virginia. Simile
legislation previously failed to pass in Arizona an:
will be reintroduced in 1983.

Scme states have decided against incorporating thi
recently nublicized contribution method in thei
retirement systems. The most often cited reason fc
not impilemerting IRC Section 414(hX2) employe
pick-up of employea contributions Is that the retirc
ment system has a high employee turn-over rate an
picking up the employee contributions means th:

short service employee- ! hava a fairly '“rge ir
crease in taxable incor:- 1 tha year they = aipat
empleyment.

UNISEX ACTUARIAL TAB:.ES

The use of sex-distinct, as opposed 1o unisex, a
tuarial tables received nationwide attention when th
U. S. Court of Appeals for the Ninth Circuit affirmed
Federal district court order enjoining the State «
Arizona from using sex-distinct actuarial factors i
converting lump-sum accumulations to annuities
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the gross income of the employee;
Rev. Rul. 81-35 distinguished.

Rev. Rul. 81-36

Advice has been requested whether,
pursuant to section 414(h) (2) of the
Internal Revenue Code, an employee
may exclude from current gross in-

come, for federal income tax purposes, -

contributions made by the employing
governmental unit to a pension plan
qualified under section 401(a) under
the circumstances described below.
" A is emgployed by a city within a
state whose statutes require that em-
ployees contribute 10 percent of salary
to the state’s pension plan. The plan
is qualified under section 401(a) of
the Code, and its trust is exempt from
federal income tax under section 501
(a).

In 1977 the union representing A
negotiated an agreement with the city
under which the city was to contribute
10 percent of covered employees’
salaries to the state’s qualified pension
plan.

Prior to the agreement, A’s salary
was $10,000, and A contributed $1,000
to the plan. As a result of the union
asreement with A’s emplover, A4’s
salary was reduced to $9.000, and the
city contributed $1,000 to the plan;
this  S1,000 contribution was con-
sidered part of A’s salary for purposes
of determining the required employee
contribution.

The city’s contributions were desig-
nated as employee contributions but,
in addition, were sqecified by the city
as being paid by the employer in lieu
of emplovee contributions, Amounts
paid by the city thus were to satisfy the
employee’s obligation to contribute 10
percent of salarv to the scate’s pen-
sion plan.

Section +14(hY(!) of the Code
states that amounts contribuied to a
plan qualilied under section 401(a)
mayv not, for tax purposes, be treated
as empioyer contributions if they are
designated as enpioves contributions.
Section -t h) (2) provides an excep-
tion to this rule, however, by allow-
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ing contributions (otherwise desig-
nated as employee contributions) to
government plans to be treated as em-
ployer contributions if the employer
“picks up” the contributions.

Rev. Ral. 77-462, 1977-2 G.B. 338,
specifies the federal income tax treat-
ment to be accorded contributions
“picked-up,” within the meaning of
section 414(h) (2) of the Code, by a
governmental unit and paid to a plan
qualified under section 401(a). It
concludes that such “picked-up” con-
tributions are not includible in the
gross income of the employees until
these amounts are distributed or made
available to the employees.

Contributions are considered
“picked-up” by the employer, for pur-
poses of section 414(h)(2) of the
Code, if two criteria are satisfied. First,
the employer must specify that the
contributions, although designated as
employee contributions, are being paid
by the emplover in lieu of contribu-
tions by the employee. Second, the em-
ployee must not be given the option
of choosing to receive the contributed
amounts directly instead of having
them paid by the employer to the
pension plan.

Rev. Rul. 81-35, page 255, this Bul-
letin, deals with a situation where the
employee entered into a - voluntary
agreement with the employing gov-
ernmental unit to have certain con-
tributions made to the state's qualified
pension plan. Because the employee
was given the option of having these
contributions made to the plan rather
than receiving these amounts directly,
the amounts contributed were de-
termined not to be “picked-up” within
the meaning of secticn 414(h)(2) of
the Code.

In the above situation, A’s union,
on behalf of 4 and all other covered
eraplovees, necotiated an agreement
with .I’s emplover concerning the
amounts to be picked up and con-
tributed to the state’s quaiified pen-
sion plan. 1 thus was required to have
the $1.000 contributed to the pension
plan and was not given the option of

instead receiving the contributed :
amounts directly, Thus $1,006 also was
designated as being paid by the em-
ployer in lieu of required employee
contributions.

Accordingly, A may, pursuant to
section 414(h)(2) of the Code, ex- :
clude from current gross income, for
federal income tax purposes, all of the
contributions made by the employing
governmental unit to its- qualified
pension plan. Such “picked-up” con-
tributions are not includible in A’s
gross income until distributed -or made
available, as provided in Rev. Rul
77-462. ’

Rev. Rul. 81-35 is distinguished.

Affiliated setvice group. Informa-
tion is provided with respect to
when various businesses will be
considered an affiliated service
group and how this aggregation af-
fects the retirement plans main-
tained by members of the group.
Rev. Ruls. 68-370 and 75-35
obsoleted.

Rev, Rul, 81-105
SECTION 1. PURPOSE

This revenue ruling provides guid-
ance with respect to the application
of section 414(m) of ~the Internal
Revenue Code, as added by the Mis-
cellaneous Revenue Act of 1980, Pub.
L. 96-605, 1980-2 C.B. 702, The
guidance emphasizes the interaction
of section 414(m) of the Code with
‘the nondiscrimination requirements
of sections 410(b) and 401(a) (4) in
response to questions that have arisen
as to how those sections interact. This
revenue ruling also obsoletes Rev. Rul.
68-370, 1968-2 C.B. 174, and Rew.
Rul. 75.35, 1975-1 C.B. 131,

SEC. 2. APPLICABLE LAW

01 Section 414 (m) (1) of the Code
provides that. for purposes of certain
emplovee benefit requirements desig-
nated in section $14(m) (4}, except to
the extent otherwise provided in regu-
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ternal Revenue Code'of 1954 (68A
Stat..917; 26 U.S5.C. 7805).

WiLriam E. WiLLiams,
Acting Commissioner
of Internal Revenue.

Approved December 23, 1980.

Exmn. M. Sunirey,
Acting Assistant Secretary
of the Treasury.

(Filed by the Office of the Federal Register
on December 29, 1980, 8:45 ~.m., and
published in the issue of the Fedceral Reg-
ister for December 31, 1980, 45 F.R.
86428)

Section 414,—Definitions and
Special Rules

Contributions; government “pick
up” plan. A situation iliustrates the
application of crit..ia for deter-
mining if employ. - contributions
to a governmental plan are “picked
up” by an employer within the
meaning of section 414(h)(2) of
the Code and, thus, whether such
contributions are excludable from
the gross income of the employee;

‘Rev. Ruls. 77-462 and 81-36 dis-

tinguished.
Rev. Rul. 81-35

Advice has been requested whether,

_pursuant to section 414(h) (2) of the

Internal Revenue Code, an employee
may exclude from current gross in-
come, for federal income tax purposcs,
contributions made by the employing
governmental unit to a pension plan
qualified under section 401(a) under
the circumstances described below:.

4 is employed by a school district
within a state whose statutes require
that employees contribute 7 percent
of gross salary to the state’s pension
olan. The plan is qualified under sec-
.ion 401(a) of the Code, and its trust
s exempt from federal income tax
ander section 501 (a).

A entered into an agreement with
he school district in 1977 pursuant
o which the school district contributed

7 percent of A’s salary, on 4’s behalf,
to the state’s qualified pension plan.
The agreement designated these
amounts as employee contributions
and provided that amounts paid by
the school district were to satisfy 4’s
obligation to contribute 7 percent of
salary to the state’s pension pian. The
agreement in question was voluntary
and was not entered into as a condi-
tion of A’s employment.

Section 414(h) (1) of the Code
states that amounts contributed to a
plan qualified under section 401(a)
may not, for tax purposes, be treated
as employer contributions if they are
designated as ecmployee contributions.
Section 414(h)(2) provides an excep-
tion to this rule, however, by allow-
ing contributions (otherwise desig-
nated as employee rontributions) to
government plans to be- treated as
employer contributions if the em-
ployer “picks up” the contributions.

Rev. Rul. 77-462, 1977-2 C.B. 358,
specifies the federal income tax treat-
ment to be accorded contributions
“picked-up,” within the meaning of
section 414(h) (2) of the Code, by a
governmental unit and paid to a plan
qualified under section 401 (a). It con-
cludes that such “picked-up” contribu-
tions are not includible in the gross
income of the employees until these
amounts are distributed or made avail-
able to the employees.

Contributions are considered
“picked-up” by the employer, for pur-
poses of section 414(h)(2) of the
Code, if two criteria are satisfied. First,
the emplover must specify that the
contributions. although designated as
employee contributions, are being paid
by the emplover in lieu of contribu-
tions by the empioyee. Second, the em-
ployee must not have the option of
choosing to receive the contributed
amounts directly instead of having
them paid by the employer to the
pension plan.

Rev. Rul. 81-36, this page, this Bul-
letin, concludes that certain amounts
contributed by the employer were con-

Section 414

sidered to be “picked-up,” within the
meaning of section 414(h) (2) of the
Code, because (1) the empioyer
specified that the contributions were
paid by the ¢nployer in lieu of con-
tributions by the employee, and (2)
the employee, pursuant to a union-
negotiated agreement. had no option
to receive the contributed amounts
directly instead of having them paid
by the emnplover to the pension plan.

The employer in the above exampie
did specify that the contributions,
designated as employee contributions,
were paid by the employer in lieu of
contributions by the employee. 4,
however, vo.untarily entered into an
agreement with A’s employer to have
these contributions made to the state’s
pension plan. Thus, 4 did exercise an
option to have these contributions
made to the pension plan rather than
receiving the amounts directly and,
therefore, such amounts are not con-
sidered “‘picked-up,” within the mean-
ing of section 414(h)(2), because
they fail to satisfy the criteria stated
above.

Accordingly, 4 may not, pursuant to
section 414(h)(2) of the Code, ex-
clude from gross income, for federal
income tax purposes, contributions
made by the employing governmental
unit to its qualified pension plan.

The circumstances outlined here are
distinguished from those presented in
Rev. Rul. 77-462., That ruling applies
only to government “pick-up” plans
which meet the requirements of sec-
tion 414(h){2) of the Code.

Rev. Rul. 81-36 is also distin-
guished.

Contributions; government “pick
up’ plan. A situation iffustrates the
application of criteria for deter-
mining if employee contributions
to a governmenial plan are “picked
up” by an employer within the
meaning of section 414(h)(2) of
the Code and, thus, whether such
contributions are excludable from
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(H2te to aponsor: The nbove provicion L8 an acceptable methad for
poxm}tt‘Lg deductible emplovee contributions. However, the plan wmay

perailf any euployes, whether or wot a yarticipant to make deductible
contributions. The clesaification cf eaployces eligible to wake deductible
employae rhn*riLutjonn ¢ad who have the opportunity to actuslly wake theu
st he ‘)n**ntifm*“’tor,. Any classification which {s potentially .+
dincriminatory must be elected in the adoptlon agreemant., The plaﬁymay
aaly peratt voluntary contributions to be deductible. The prov‘éiou may
require s desigaation schenm: different frow that in the sample language,

it nay pereit the enployee to elect payroll deductions for purvoses of
makirg deductible contributions, i wmay restrict distribuzions of deductible
erployee contributions, it mav permit the use of thefe contributions to
purchase life insurance 1f it'.speclfically provides that awounts so used
ore treatad un distributions, and {t does not_have to accept vollovers.)

36, Document Provigion: R

Statement of Requirement: Separate ;ccoﬁﬁ%—employce contribhutions,
IRC $411(d)(5), Regs. §1.411(c)~3(b),
Rev. Rul. 80-1535, ™

Sample Plan Language: | N
7 T

A separate account ahall be maintalned by the trustee for the nondeductible

voluntary employes contributions eof cach participant. The,assets of the

trust will e valued anoually at fair market value as of thélast day of

the plan.year. On such date, the earnings and locses of the trogt attributable

to the- accumulated nondeductible voluntary centributions wil). be ~allocated

to,edch participant's nondeductible voluatatry contributions accounf‘in

Lﬁé ratio that such account balance bears to all such account balances.

SECTION 415 LIMITATIONS:

37. Document Provision:

Statement of Requirement: Limltation on bencfivs, IRC §415, Repgs. §1.415-1,
Sawple Plan Lang *ogc.

frticle . limitatfon on Benefits

Section 1. This section applies regardless of whether any participant 1g

or has ever been a participant ia another qualified plan maintained by

the adopting nnulnyer. If any participant 13 or has ever been a partiuvipant
in another qualified plan waintalned by the emplover, section 2 is alio
applicable to that participant's benefits




Section he prnesl henefit astherwisse payable te a pavviclpant at
~ay exceed The maxfmum perndssible amcunt. X the bernefit

~zhe yould octhervise necrae in a limitation vear would produce

iis
arr aanual beunefis dn excess of the mazimun peruissible amcunt, the rate
of nccrual will to reduced so that the annual beneffit will equal the
naxi~un permissible amount.

Section 1,2. If a participant makes nondeductible employee contributions
under the terms of this plan, the lesser of (a) the amount of such
contritutions in excess of 6 percent of the participant's compensation,
(b) one~half of such contributicans, which are credited for the limitation
er, 1t trecated as an annual addition to a qualffled defined contribution
plan, for purposes of sections 1.1 and 2.2 of this article.

Sactioa 1.3. The limitation in section 1.1 is deemad satisfled 1 the
annual bencfit payable to a particirant is not wore than 31,000 multiple

Ly the periLipant & nunber of vears of service (not to exceed 10) wLLh
the employer.

Secticn 2. This section applies £f any participant is covered, or has
ever been covered, by another gqualificd plan mafatained by the empleyer.
Section 2.1, If a participant is, or has ever been, covered under wore
than one defined bheneiit plan maintained by the employer, the sum of the
participant’s annval beneflis from all auch plang may not exceed the
uwximum parnissible amount. The-ewployai-will-choese-da.saciton
GEthe-wdovtlon-agreemeniwiha.ae thed dby-which-the planswitl me el—girds
liwitationa-w

Saction 2.2. 1If the exployer maintalns, or at any time maintatiaed, one
or more qualllied defized contributiou plans coveriag aay pavticipant in
this plan, the sunm of the partdcipant’s defined contributicn fraction and
defined bonefit fraction will not exceed 1.0 in any ldmitation year, and
the anrual boneflt otherwise payable to rthe pacvticipant under this

plan will be Hiltedgin-eccocdance~-with-geendan—r-—of-theadoprion
agpectenly

Saction 3. In the case of an iadividual whe was a participant 4in one or
wore defined benc€it plans of the employer before September 30, 1983, the
applization of the lizmitations of this avticle shall not cause the maxinun
yvtm‘abible amouat for such indlvidual under all such defined benefit plans
to be lese than the iadividual’s accrued benefit under all such defined
venefit plans as of Saptenbev 30, 1333, The preceding sentence applics
caly 1f all such defined bencfit plane aet the requirements of section
815 of the Code, as fn effect on July 1, 108h, for all limltation vears
beginning tefore Septoabe 1955, - '

[




Section 4. Befinitions.

Sestion 4.1 Ynnual tenefd »f{v under the plan which la
payoble annually ‘n the f annuity. Except as provided

telow, a benefft pavable

adjusted to an actuariall
the limitaticns of this a
actuarial equlvalence wil
grotdome cwnwod this ol

a straight lUfe zunuity must be
ght 1ife annuity before applying

eat vate assuapilen used to determdae
f the Interest rate aspecified

t .
cquivalent stral
ticle., The inrerv

be the graater o
e e er 5 percent. The arnual benefit do2s not inciude
any benefits atiributable ro cmployer contributinas or rollover contribations,
or the assets transferred frem a qualified plan that vas act malintained by the

('.J
fand

v
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T
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ecployer.,  NWo actuarial axdjustment o the benef't is required for (a) the
value of a qualiiled jolnr ard sucviver annuity, (b) the value of benefits
that are not directly related to retirerment benefits (such zs the qualified
digabilicy benefit, pre-rvetirewent death benefits, and post~recirement medical
benefits), and (¢} the value of pest-rvetirement cost-of-llving increases made
in accovdance with the Federal Incoae Tax Resulations.,

Section 4,2. Conpensation: A pavticipant's earnad income, wages, salaries,
and fees for professional services, and other awmcunts recelved for personal
services astaally rendevred f{n the course of eaployment with the employer
waintafaing the plan (fncluding, wut net 1lmited to, commi{ssions patd salesumen,
coupansation for cervisss en the basls of a percentage of profits, commlasslons
on Inzurance prenmiuwes, cips and bonuses), end excluding the following:

{2) Fopleyer contrilutions to o plan of deferrad compansation
$

whiclh are not faciuwded La the 2aployen's gross {necome for the taxable year {n
which contributed or ewplover contributions under a siwplified employes
eunsl

o ot plan €o the exteat such contridbutions are deductible by the employes,
or any dlstribucions frow a plan of deferred compensatfon;

{(b) Amounts vealized from the exerclse of a nonqualified stock
eption, or when restricted stock (or property) held by the employee ntrher

veeomes feaely svonsferable ov {s no longer subject to a gubstastlal risk of
forfelture;

(¢) Awounts reclized frem tie gale, exchange or other disposition
of snock acquired under a cuwli“ed atock option; and

(d) Ciher anounts which recelved apecial tax benafits, or
contributions made by the comployev (vhether or aot under a salarvy veduction
agreement) towards the purchase of an asnutty descrilbed {n sectlon 403(hH) of
the Cede (Whenher or net he amounts are sctually exc]udabLL from the gross
fuectme of the employee). e




Cerpensation for any iilmitation year fs fhe compensation actually pald or
facludible ia gross lncose during such 2
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Section 4.3, Defieed benefit fraction: A fraction, the nuwmerator of

which {6 the sum of the participanc's prolectad anmual bens=fits under all

the defined benefiz plras (vhether or w0t terminated) maintained by the
eoployer, and the denoninator of which 1s the lesser of 125 percent of the
dollar Tfaftation dn effect for the Mmitation year under gection $13(H){1)(A)
¢i the Infernal Revenue Code or 1510 percent of the highest average
conpensation.,

No?ﬁizsv*“nj‘zg rhe above, 1f the '\lt!LiWn. was a particizant {n a plan
in exzistence oo July 1, 1982, the denculnator of this fracticn will not
be lesc zhan 125 percent of the suz of the annual banerits under such
plars WtiCa the partlcipant had accrued as of the later of Septembavr 30,
1983 or the end of the last limit Liﬁn )81L beginndng before 1anuﬂry 1

4
1543, The preceding uentence applies only 1f the Jdefined beanefit plans
frdividually and ia the aggreaate satisfled the veguirennnts of section
% o *

3

in effec: ac the end cf the 1982 Mumltation year., For purposas of

5 ragrapth, a smaster or protetype plan with an opinleon letter fssued
before January J, 1983, which was adepted by the employer on or before
Septembers 30, 1983, 14 treated as a plan In existence on July 1, 1932,

Sectlon 9.4, Defined contribucfion fvacclen: A fraction, khe nuneratoer
of which 's the sum ol the annue! sdditlons to the particlpant's account
under all the defined contribution plans (whather or rot teratnacted)
maintained by the employer for the curreat and all prior limitation
years, (iacluding the ancual additions attvibutable to the pnrgicipawt
wondedustlinle employee contriburions to this and all ofther ceflned ocnefit
alans (whether ov not terminated) saintafined by the aeployev), and the
denomdeator of which ig the sum of the ma:imun ayzregate anmounts for the
current and sll prior 'lmliation vears of sorvice with the employer
(regardiess of whether a defined c&%(rlxnrio plan was xaintained by the
coplover),

The marisum agpregaze amount in any lmitatlon year Ly the lesser of 120

percent of the dollar Mumitation to effect under sectlon 415(e)(1) (A} of

the Code or 35 percent of the particlpaci’s compeunsation for such year.
L

1f the emnployee was a participent In one ot morse deflined contribution

olans aalntatnad by the eaployer shich were fn existence on July 1, 1982,
the aumerator of this fraction will be adjusted {f the suw of thig fractlva
and the deffned beaefit {(racuion wonld otherwige exceed 1.0 vnder the

teres of Lhis plan, Boeer the aajust=aens, an amount equal fo the product of

- I3

s oef the fractions ovor 1.0 times () the denosia-
i) he pooraaently cabtracted frem the numeragac
adustmear ds ocateulated naing the fractions as

as of the lotor of Sencester 30, 1983 or the ond
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wonr Yertooo oo before Japaaty L, 1283, Thils adjusuieo
ar it . Gf ot est Tiedoatton year begianliag beios
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y-plang of the employver in existence oa July 1, 1982, TFor

purposes of this paragraph, 2 master or prefotype plan with an opiuien

letter iss efore January 1, 1983, which is adopted by the employer on
r

effactive to an
£t
e ?

or before Sepieamber 30, 1983, is treated as a plan in existence on July 1, 1932,

\'3

Section 4.5, FEmployer: The employer that adopts this plan, aad all meubers
of a controlled group of corporations (as deiined in sectioun 414(b) of the
Internal Reverve Code, as wodified by gectior 415(h)), coumonly controlled
trades or businesses (as defined fa section 414{c) as modified by mection
415(h)), or affiliated sorvice greups (as defined in gection 414(m)) of which
the adoptiag employer {s a part.

Section 4.6, lighest average compensatfon: The average compensation for the
three consecutive years of service with the employer that preduces the highast
average. A year of servlce with the employer is the 1ll-cousecutive wmonth
period defined in section . of the adoptlon agreemont.

Section 4.7. ldimitation year: 4 calendar year, or the 12-consecutive month
period clected by the emplcver in section of the adoption agreement,

All qualified plans nmaintalined by the cwployer must use the game limitation
year.

Sectien 4.8, Maximum permissible amcuet: The lesser of $90,006 or 100 percent
of th2 particlipant's higheat average cuupensation. If the annual benefit
commences tefeore agz 62, the manfeum pv!mi ssible amount may not exceed the
lesser of the actuarial vquival nt of a 390,000 annual benefit beginning at age
62 or the participant's highest average koapenbation. This actuarial adjustment
will not rodL"L the $9G, 000 1i{nitatien below $75,000 1f the benefit bog‘n, al or
after age 55, I1f the annual benef{t conmences before age 55, the adjusted
dollar limltation to the maximum permissible awount 8 the grester of (a) the
actuarial equivalent of a $75,000 annual benefit commenclng ot age 55, or (b
the actuarial equivalent of a $90,000 annual benefilt beginning at age 62. To
determine actuarial equivalence the intervest rate assumption 13 the greater' of
th rate specified {n sectbon—me-—al the plan ov 5 percent., If the annual
benecfit cemmences after age 65, “the benefit may not exceed the legner of the
actuarial eguivalent of a 590,000 anmual benefit deginning at age 65 or the
participant's highest averagze couwpensation. To determing actuarial equivelence
after age 65, in the preceding santence, the.fluterest rate assumption used is
the logser of the rate specified Lﬂmnvcrdon*g;LEi::t:::re the plan or 5 percent,
ffective ¢n January 1, 1986, and each Jaruary 1 thereafter, the 390,000
Htadtzgton above wil) hﬂ 1;Lxme£cal1 adfusted to the new dollar limitatlon
deterniaed by the Coamtsstoner of Internal Reveanne for that calendar FEAT .

Thz new Limitactien will applv to laitatfon years ending within the calendar
vear of the dare of the adjustaant.

Motwithseandinz the aboeve, If the participoant was a pavticipant fn a plan {un
sxiatence o b, 1982 the maxzdeus permissible amount shall not be less
than the pavvicipant’s evrrent accrueid benefit,

If the apaus) benef it commonces when the pact{cipant has less than 10 .ears
Sf service with the cuplover, the caziaay persissible anonat otherwlise defined
atove iz reduced by one-tinth for ewch year of service less than ten,
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Section 4.9. Current accrued benefit: A parcicipant's annual benefit
{including optional baunefit forms) accrued as of the later of the end of
the last limitation yesr beglaning before January 1, 1933, or September 30,
1883, but determined without regard to changes in the plan or cost-of-
1iving increases occurring after July 1, 1982,

Section 4.10. Projected annual bencfit: The vunual benefit as defined
{n secticn 4.1 of this article, to which the participant would be entitled
under the terms of the plan assuming:

(a) the participant will continue ewployment until normal
retirement age under the pilan (or current age, if later), and

(b) the participant's compensation for the curreat limitation
year and all other relevant factors used to detarmine benefits under the
plan will remain constaat for all future limitation years.

Section 4.11. Annual additions: The sum of the following amounts credited
to a participant's account for the limitation year:

(a) employer contributions;
{b) forfeitures; and

(c) the lesser of (1) one~half of the nondeductible ewployee contributlions
or (11) the nondeductible eaployee contributions in excess of 6 percent
of the participant's compensation for the Iimitation year,

serpie~Adoplica-Affrecnent-Langunyge!

s 1f you maintaln or ever maintained another quallfied plan other than Qi&p&ﬁ

plan™f, {n which any participant In this plan is (or was) a participans
or could gossibly become 2 participant, the adopter must complete té&sfﬁection.
"
-

(Note to spons"&‘r' Leave space for the adopting employer Lo pr ,w’fg.e language
which will sat:isfy‘“ﬁsl]f 1.0 iimtcatton of $415(e) of the cod:“:&"’ Such language must
preclude ewnployer disi?a;&un as required under Regs. §1;@%5-1(d).)

. ‘\'\ 7 //
(Mote to sponsor: If this plan_is palred with angbﬁér plan maintained by the
suployer, this plan must provide™fQr the approprfate reductions under IRC §415(n).
See LRM 89 for appropriate lan;uagﬁhdﬁ Jfﬂ"

ALY
AN

(Note to sponsor: Lf -the employermmaihtaiﬁs~q; has ever saintained another
defined benefft glan, such emp}ayé} esst provide.language which will assuve thav
the maximuan permlssidle amount 1s never exceeded. “In the alternative, the
cuployer may fdentify the otter plan widch will provid&“suitablc language

so that the maximumﬂpcrmissible amount i never exceeded.) ™

e
.,

N
",

o _ a
¥, The llottatien vear {5 the followlng il-cousccutive month periols,

“
» g

»

C. .-For purposes of calculatlng the partlcipant's highest average copeasathon,
‘2 year of service iz the follewlug l2-conscoutive wonth peviod: -

a
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City of Seattie

ORDINANCE 111992

AN ORDINANCE taking advantage of opportunities extended by
6 U.5.C. § 414(h) and Chapter 227, Laws of 1584 for
deferral of foderal income taxes upon enployeeqcontribu-
tions to the Law Enforcement Cfficerc and Fire Fighters'
‘Retirement Systems, the Washington Publie Enployees*
Retirement System, and the City Employees' Retirement
System; authorizing the making of the "employer’s p;ck-up“
{payment of the employee's contribution and the making of
a corresponding reduction in wages or salaries); making
revisions to the City Employees' Retirement System to
conform with 26 U.S5.C. § 401(a); and adding new sections
to the Seattle Municipal Code in connection therewith.

Bé 1T ORDAINED BY TBE CITY OF SEATTLE AS FOLLOWS:

Section 1. ‘The City he:el;y elects to extend to members
of the Law Enfo:c’ementlofﬁcers and Fire F’ighters' Reti:emenlt
System and the Washington Public Employees' Retirement System
employed by the Citg( the tax deferral benefits allowed under
26 U.S.C. § 414(h) and Chapter 227, Laws of J984 with respect

warrant;, dates
to ‘compensation payable for pay perieds cormencing on or after

S ooy L 95T - and the Persomnel Director is
.- ) i

authorized to notify the Director of theé Department of

. Retirement Systems of the State of Washington as to the City's
election and to explain the effects of this election to all
members of the system, In making this election, the City
reserves the power to withdraw its exercise of this option as
to each retirement system as contemplated by Sectlon 3(2) of
Chapter. 227, Laws of 1984, in any later calendar year.

Section 2. . There-is added to Seattle Municipal Code

Chapterr d’.20, a ncw section, designated Section 4.20.600, as

follows:

3.20.600 Contributions to LEOFF; PERS--Adjustment for

federal intome tax purposes. To carry out the City's election

to tafte advantagé of the opportunites extended by 26 U.S.C
414th) and Chapter 227, Laws of 1984 for deferzal of federal

ircone taxes uvpon member's contributions to the Law Enforcement
Offfcers and Fire Fighters' Retirfément System and to the -
Washington Public Employees' Retiresment System, the City will
pay tﬁose nembers?t contributianks under RCW 41.26.080(1) and
41.26.450 and RCW 1&&0.‘336(1) and 41.40.650 respectively for

- warrant_dates
pay Connencing on or after Y N i

and will reduce the member's wages or salary by the amount of

the City's contribution' so paid., The foregoing payment and

s—!ege/s'ai_:y reduction is madde wnder thesze conditions and

1initations: 7 )

a. ' This arrangement _is nade for purposes of .federal 1nc‘;me
taxation. - An employee's wages or salary for purposes of
the Federal Insurance Contributions Act (soclal security
tax}, the City salary and wage ordinances, and other
purposes shall be computed as if the foregoing contribu-
tion and corresponding salary or wage reduction had not
been made; and -

b. The City may withdraw its election to make such adjustments
as contemplatad by Section 3 (2) of Chapter 227, Laws of
1984, and no affected member shall be entitled to con-
tinusance of the adjustment thereafter. '
Section 3. There s added to Scattle Munh':ipal cade

Chapter 4.20 a new section, designated 4.20.610, as follows:
4.20.610 Contrivutions to City Employees® Retirement

System--Adjustme:t for federal income tax purposes. .The Crlty

t’hereby elects to extend to members of the City Employees®

Retirement System the tax deferral beneCits allowad by 26 U.S.C.

: 414(h)-and Chapter 27, Laws of 1984. For such purposes, the

City will pay the member's contributions to the City Employees®

< Retirement System contemplated by SHC § 4,36.110 for pay

m%gasg?mencing on or after __ Ya.veew / {985 . .
and will reduce the member's wages or salary by the amount of
the City's contribution so pald, The City contribution made
under this section,r plus accumuiated interest, shall be paid
to a member upon the withdrawal of the member's documented
contributions pursuant to SHMC § 4.36.190.

An employee's wage or salary for purposes of the Pederal
Insurance Contributions Act (social security tax), for purposes
of workers' compensation, and for all purposes other than

federal income taxation shall be computad ag It the foreyolng

contribution and corresponding reduction in a member’s wage or
salary had not been made.

The City reserves the right to discontinue this arrangement
for a City contribution and correspcnding wage or salary
reduction at any time as to compens‘ation earned afterwards.

No affected member shall have any contract right to compel the
City to continue the arrangement.should the City decide to pay
the member his ox her full salary or wage .and then require
that the member pay to the City- Employees' Retirement System
the member‘'s coatribution c&ntemplated by SMC § 4.36;116.

Section 4.  There is added to Seattle Municipél Code
Chapté: 4.36, a new section, designated Section 4.36.360, as
folln;sz . , E -

4.36.360. Trust fund. The retirement fund shall be a
trust fund for the exclusive benefit of the members of the City
Employees' Reticement System and their beneficiaries., ' Wo part
of the corpus or income of the retirement fund shall be used
for cor diverted to, purposes other than éa: the exclusive
benefit of the membars of the system og their beneficiaries

and the payment of fees and expenses of ‘maintaining and

administering the system,

Tn1s ‘section shall be interp:eteé to allow the roimwmq:
{1) A return of ; contribution to the City or its application

as, a credit on foture contribu\:iér{s, after the Bcatd‘

determines that the City has pald or nver-paid the contri-

bution unéec a mistake of fact;

{2) The making of refunds required by law; and
{3) Termination of the tetirément system and distcibution of
its assets after all liabilities witk respact to the
membars of the retirement system :and their Beneflc?aties
have been satisfied.
Section 5, There is added to Searttle Municipal. Code .
Chapter' 4.36, a new section, designated Section 4.36.370, as
followss ' ]

4.36.370 Status of benefits in event of terminationof

system. - If the City tecrminates or partially terminates the

.retlrement system, members shall have a nonforfeitable right

to benefits accrued prior to the date of such terminatfon or

partial termination, to the oxtent funded as of that date, or

. the amounts credited to the employees' accounts. As used in

this section, “terminate®™ means to discontinue the system
complel:eiy without a comparable zeplacement élany vpartially
tefminar.e' means to exclude a segment 9f e;mployees from ’
coverage without the provision of va comparable replacement; and
"nonfox feitable" means.that a membec's or beneiiciazy’ls right

to an immediate or deferred benefit that arises from the

member's City service is unconditioral and legally enforceable- :

against the retirement system to the extent then accrued,
except that rights to a henefit baged upon the City's contri-
bution and completion of a minimum tecn of L’ityrse(vice may be
lost by death of the member before the term has expired.

Section 6. There is added to Seattle Municipal Code
Chaptetr 4.36,73 new section, designated Section 4.36.380, as
follows: . 7, L V

4.36.380 "Maximum benefits payable. The maximum benefits
payable to any member shall not exceed the limitation for
defined benefit ﬁlans for qualified pension trusts established
Py 26 U.S.C. § 415, a copy of which is attached hereto as
Appendix "A® and by this reference incorporated herein.
) The Board of Administration shall determine this Limitatica,
advise mezbers on inquiry as to its amount, and include a
gnneral description of the limitations in its annual report

to members. Lo < S




Stmtiqr. '.'. hny ac:ion o:msister.t with \:t‘e authority and
ptior o the eftectlve date of th&s azdi.xanca is hezeby

:atlned and connued .
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Pu%'dmion ofdmd by TiM 'ﬂLl.. Comptrotler and City Clerke. .
Date of Gfﬁdl\ wbllutwn in Daitv Journa of COU\MQ“. Seaulc, Nomb:r 1(:2:5:28:). )
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Affidavit of Publication

STATE OF WASHINGTON
KING COUNTY—SS.

The undersigned, on oath states that he is an
authorized representative of The Daily Journal of Commerce,
a daily newspaper, which newspaper is a legal newspaper
of general circulation and it is now and has been for more
than six months prior to the date of publication hereinafter
refered to, published in the English language continuously
as a daily newspaper in Seattle, King County, Washington,
and it is now and during all of said time was printed in an
office maintained at the aforesaid place of publication of
this newspaper. The Daily Journal of Commerce was on the
12th day of June, 1941, approved as a legal newspaper by
the Superior Court of King County.

The notice in the exact form annexed, was published in
regular issues of The Daily Journal of Comimerce, which was
regularly distributed to its subscribers during the below

stated period. The annexed notice, a ........... TSR

November 10, 1984

was published on ........00 XSl o an SOV

.......................................

Subscribed and sworn to before me on

November 10, 1984

......... - seessonas arkrtansan




